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indenture patterned after those inden-
tures commonly used by utilities en-
gaged in private market financing, in 
lieu of a mortgage as the security in-
strument for loans to power supply 
borrowers. The use of an indenture will 
be by mutual agreement of the bor-
rower and the Administrator. The 
terms of each indenture and related 
loan agreement will be negotiated on a 
case by case basis to best meet the 
needs of the individual borrower and 
the Government. The provisions of the 
indenture and loan contract shall con-
trol, notwithstanding any provisions of 
7 CFR Chapter XVII which may be in 
conflict therewith. 

(d) In the case of loans that include 
the financing of electric facilities that 
are operated as an integral component 
of a non-RUS financed system (such as 
generation and transmission facilities 
co-owned with other electric utilities), 
the borrower shall, in addition to the 
mortgage lien on all of the borrower’s 
electric facilities, furnish adequate as-
surance, in the form of contractual or 
other security arrangements, that the 
system will be operated on an efficient 
and continuous basis. Satisfactory evi-
dence must also be provided that the 
non-RUS financed system is financially 
sound and under capable management. 
Examples of such evidence include fi-
nancial reports, annual reports, Secu-
rity and Exchange Commission 10K re-
ports if the system is required to file 
them, credit reports from Standard and 
Poor’s, Moodys or other recognized 
sources, reports to state regulatory au-
thorities and the Federal Energy Regu-
latory Commission, and evidence of a 
successful track record in related con-
struction projects. 

(e) Additional controls on the bor-
rower’s financial, investment and man-
agerial activities appear in the loan 
contract and mortgage required by 
RUS. 

[57 FR 1053, Jan. 9, 1992, as amended at 62 FR 
7665, Feb. 20, 1997] 

§ 1710.114 TIER, DSC, OTIER and 
ODSC requirements. 

(a) General. Requirements for cov-
erage ratios are set forth in the bor-
rower’s mortgage, loan contract, or 
other contractual agreements with 
RUS. The requirements set forth in 

this section apply to borrowers that re-
ceive a loan approved by RUS on or 
after February 10, 1992. Nothing in this 
section, however, shall reduce the cov-
erage ratio requirements of a borrower 
that has contractually agreed with 
RUS to a higher requirement. 

(b) Coverage ratios. (1) Distribution 
borrowers. The minimum coverage ra-
tios required of distribution borrowers 
whether applied on an annual or aver-
age basis, are a TIER of 1.25, DSC of 
1.25, OTIER of 1.1, and ODSC of 1.1. 
OTIER and ODSC shall apply to dis-
tribution borrowers that receive a loan 
approved on or after January 29, 1996. 

(2) The minimum coverage ratios re-
quired of power supply borrowers, 
whether applied on an annual or aver-
age basis, are a TIER of 1.05 and DSC of 
1.00. 

(3) When new loan contracts are exe-
cuted, the Administrator may, case by 
case, increase the coverage ratios of 
distribution and power supply bor-
rowers above the levels cited in para-
graphs (b)(1) and (b)(2), respectively, of 
this section if the Administrator deter-
mines that the higher ratios are re-
quired to ensure reasonable security 
for and/or the repayment of loans made 
or guaranteed by RUS. Also, the Ad-
ministrator may, case by case, reduce 
said coverage ratios if the Adminis-
trator determines that the lower ratios 
are required to ensure reasonable secu-
rity for and/or the repayment of loans 
made or guaranteed by RUS. Policies 
for coverage ratios following certain 
mergers, consolidations, and transfers 
of systems substantially in their en-
tirety are in 7 CFR 1717.155. 

(4) If a distribution borrower has in 
service or under construction a sub-
stantial amount of generation and as-
sociated transmission plant financed at 
a cost of capital substantially higher 
than the cost of funds under section 305 
of the RE Act, then the Administrator 
may establish, in his or her sole discre-
tion, blended levels for TIER, DSC, 
OTIER, and ODSC based on the respec-
tive shares of total utility plant rep-
resented by said generation and associ-
ated transmission plant and by dis-
tribution and other transmission plant. 

(c) Requirements for loan feasibility. To 
be eligible for a loan, borrowers must 
demonstrate to RUS that they will, on 
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a pro forma basis, earn the coverage ra-
tios required by paragraph (b) of this 
section in each of the years included in 
the borrower’s long-range financial 
forecast prepared in support of its loan 
application, as set forth in subpart G of 
this part. 

(d) Requirements for maintenance of 
coverage ratios—(1) Prospective require-
ment. Borrowers must design and im-
plement rates for utility service to pro-
vide sufficient revenue (along with 
other revenue available to the bor-
rower in the case of TIER and DSC) to 
pay all fixed and variable expenses, to 
provide and maintain reasonable work-
ing capital and to maintain on an an-
nual basis the coverage ratios required 
by paragraph (b) of this section. Rates 
must be designed and implemented to 
produce at least enough revenue to 
meet the requirements of this para-
graph under the assumption that aver-
age weather conditions in the bor-
rower’s service territory will prevail in 
the future, including average system 
damage and outages due to weather 
and the related costs. Failure to design 
and implement rates pursuant to the 
requirements of this paragraph shall be 
an event of default upon notice pro-
vided in accordance with the terms of 
the borrower’s mortgage or loan con-
tract. 

(2) Retrospective requirement. The av-
erage coverage ratios achieved by a 
borrower in the 2 best years out of the 
3 most recent calendar years must 
meet the levels required by paragraph 
(b) of this section. If a borrower fails to 
achieve these average levels, it must 
promptly notify RUS in writing. With-
in 30 days of such notification or of the 
borrower being notified in writing by 
RUS, whichever is earlier, the bor-
rower, in consultation with RUS, must 
provide a written plan satisfactory to 
RUS setting forth the actions that will 
be taken to achieve the required cov-
erage ratios on a timely basis. Failure 
to develop and implement a plan satis-
factory to RUS shall be an event of de-
fault upon notice provided in accord-
ance with the terms of the borrower’s 
mortgage or loan contract. 

(3) Fixed and variable expenses, as used 
in this section, include but are not lim-
ited to: all taxes, depreciation, mainte-
nance expenses, and the cost of electric 

power and energy and other operating 
expenses of the electric system, includ-
ing all obligations under the wholesale 
power contract, all lease payments 
when due, and all principal and inter-
est payments on outstanding indebted-
ness when due. 

(e) Requirements for advance of funds. 
(1) If a borrower applying for a loan has 
failed to achieve the coverage ratios 
required by paragraph (b) of this sec-
tion during the latest 12 month period 
immediately preceding approval of the 
loan, or if any of the borrower’s aver-
age coverage ratios for the 2 best years 
out of the most recent 3 calendar years 
were below the levels required in para-
graph (b) of this section, RUS may 
withhold the advance of loan funds 
until the borrower has adopted an an-
nual financial plan and operating budg-
et satisfactory to RUS and taken such 
other action as RUS may require to 
demonstrate that the required cov-
erage ratios will be maintained in the 
future and that the loan will be repaid 
with interest within the time agreed. 
Such other action may include, for ex-
ample, increasing system operating ef-
ficiency and reducing costs or adopting 
a rate design that will achieve the re-
quired coverage ratios, and either plac-
ing such rates into effect or taking ac-
tion to obtain regulatory authority ap-
proval of such rates. If failure to 
achieve the coverage ratios is due to 
unusual events beyond the control of 
the borrower, such as unusual weather, 
system outage due to a storm or regu-
latory delay in approving rate in-
creases, then the Administrator may 
waive the requirement that the bor-
rower take the remedial actions set 
forth in this paragraph, provided that 
such waiver will not threaten loan fea-
sibility. 

(2) With respect to any outstanding 
loan approved by RUS on or after Feb-
ruary 10, 1992, if, based on actual or 
projected financial performance of the 
borrower, RUS determines that the 
borrower may not achieve its required 
coverage ratios in the current or future 
years, RUS may withhold the advance 
of loan funds until the borrower has 
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taken remedial action satisfactory to 
RUS. 

[60 FR 67404, Dec. 29, 1995, as amended at 61 
FR 66871, Dec. 19, 1996; 65 FR 51748, Aug. 25, 
2000] 

§ 1710.115 Final maturity. 
(a) RUS is authorized to make loans 

and loan guarantees with a final matu-
rity of up to 35 years. The borrower 
may elect a repayment period for a 
loan not longer than the expected use-
ful life of the facilities, not to exceed 
35 years. Most of the electric facilities 
financed by RUS have a long useful 
life, often approximating 35 years. 
Some facilities, such as load manage-
ment equipment and Supervisory Con-
trol and Data Acquisition equipment, 
have a much shorter useful life due, in 
part, to obsolescence. Operating loans 
to finance working capital required for 
the initial operation of a new system 
are a separate class of loans and usu-
ally have a final maturity of less than 
10 years. 

(b) Loans made or guaranteed by 
RUS for facilities owned by the bor-
rower generally must be repaid with in-
terest within a period, up to 35 years, 
that approximates the expected useful 
life of the facilities financed. The ex-
pected useful life shall be based on the 
weighted average of the useful lives 
that the borrower proposes for the fa-
cilities financed by the loan, provided 
that the proposed useful lives are 
deemed appropriate by RUS. RUS 
Form 740c, Cost Estimates and Loan 
Budget for Electric Borrowers, sub-
mitted as part of the loan application 
must include, as a note, either a state-
ment certifying that at least 90 percent 
of the loan funds are for facilities that 
have a useful life of 33 years or longer, 
or a schedule showing the costs and 
useful life of those facilities with a use-
ful life of less than 33 years. If the use-
ful life determination proposed by the 
borrower is not deemed appropriate by 
RUS, RUS will base expected useful life 
on an independent evaluation, the 
manufacturer’s estimated useful-life or 
RUS experience with like-property, as 
applicable. Final maturities for loans 
for the implementation of programs for 
demand side management and energy 
resource conservation and on and off 
grid renewable energy sources not 

owned by the borrower will be deter-
mined by RUS. Due to the uncertainty 
of predictions over an extended period 
of time, RUS may add up to 2 years to 
the composite average useful life of the 
facilities in order to determine final 
maturity. 

(c) [Reserved] 
(d) The Administrator may approve a 

repayment period longer than the ex-
pected useful life of the facilities fi-
nanced, up to 35 years, if a longer final 
maturity is required to ensure repay-
ment of the loan and loan security is 
adequate. 

(e) The final maturity of a loan es-
tablished pursuant to the provisions of 
this section shall not be extended as a 
result of extending loan payments 
under section 12(a) of the RE Act. 

[58 FR 66265, Dec. 20, 1993, as amended at 60 
FR 3731, Jan. 19, 1995; 68 FR 54236, May 7, 
2003] 

§ 1710.116 [Reserved] 

§ 1710.117 Environmental consider-
ations. 

Borrowers are required to comply 
with 7 CFR part 1794, which sets forth 
applicable requirements of the Na-
tional Environmental Policy Act 
(NEPA), as amended (42 U.S.C. 4321 et 
seq.); the Council on Environmental 
Quality Regulations for Implementing 
the Procedural Provisions of NEPA (40 
CFR parts 1500–1508); and certain other 
statutes, regulations and orders. Bor-
rowers must also comply with any 
other applicable Federal or state envi-
ronmental laws and regulations. 

§ 1710.118 [Reserved] 

§ 1710.119 Loan processing priorities. 
(a) Generally loans are processed in 

chronological order based on the date 
the complete application is received in 
the Regional office. 

(b) The Administrator may give pri-
ority to processing loans that are re-
quired to meet the following needs: 

(1) To restore electric service fol-
lowing a major storm or other catas-
trophe; 

(2) To bring existing electric facili-
ties into compliance with any environ-
mental requirements imposed by Fed-
eral or state law that were not in effect 
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